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Dear Senator George and Representative Kelso:

We have completed a review of Maximus, Inc., as part of our comprehensive audit of the statewide
implementation of the Wisconsin Works (W-2) program, which is required by Wisconsin Statutes. To address
recent concerns about Maximus’ administration of the W-2 program in Milwaukee, we reviewed time spent by
its W-2 staff on projects outside of Wisconsin; Maximus’ use of a temporary employment agency, MaxStaff; its
personnel practices; and the appropriateness of its W-2 program expenditures.

We found that improved oversight of time reporting is needed, especially for Maximus staff who travel and
work on out-of-state projects. From September 1997 through March 2000, 46 staff in the Milwaukee office
also worked on other Maximus projects that were unrelated to W-2. In total, 724 hours for these staff were
incorrectly billed to the W-2 program, resulting in overcharges of $51,300.

In addition, we found that 72.7 percent of the selected accounting transactions we reviewed, which had resulted
in charges of $1.6 million to the W-2 program, lacked sufficient supporting documentation for reimbursement.
We identified $138,840 in unallowable costs and questioned an additional $276,407 in expenditures charged to
the W-2 program. In total, these costs represent 3.2 percent of all direct costs that were not related to staffing.
Unallowable and questioned transactions include entertainment expenditures for Maximus employes; donations
to various not-for-profit organizations; and expenditures that appear to be excessive or unreasonable. For
example, we found that Maximus spent substantially more on advertisin g—3$1.1 million from 1997 through
1999—than other W-2 agencies did. At least some of these advertising costs appear to have promoted company
interests rather than to have provided information to assist prospective W-2 program participants.

The Department of Workforce Development has provided inadequate guidance and oversight to Maximus and
other W-2 agencies with which it has contracted; we have included recommendations for the Department to
improve its efforts in these areas. We have also included recommendations for Maximus to improve its
accounting practices by better recording and documenting stated business purposes for W-2 expenditures.

Finally, we found that the creation and use of MaxStaff is an allowable activity and that indirect costs of
$6.6 million that Maximus charged to the W-2 program through 1999 appear to have been allocated based on
a reasonable method.

We appreciate the courtesy and cooperation extended to us by Maximus during the course of our review. Maximus
cooperated fully and provided access to all of the records we requested.

Sincerely,
C‘ ﬁﬂz'ec /?“/41)

anice Mueller
State Auditor
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ADMINISTRATION OF THE WISCONSIN WORKS PROGRAM BY MAXIMUS, INC.

Maximus, Inc., is a private, for-profit corporation that manages and operates health and human
service programs for state and local governments. It was established in 1975 and has grown rapidly;
revenues increased more than 260 percent in the past five years, from $88.4 million in 1995 to
$319.5 million in 1999. Maximus has provided consulting services for several State of Wisconsin
agencies, and since fiscal year 1994-95 has contracted with the departments of Administration,
Corrections, Health and Family Services, and Workforce Development (DWD).

In March 1997, DWD selected Maximus, as well as four other private entities, to deliver program
services to eligible participants in Milwaukee County under the newly created Wisconsin Works
(W-2) program. Maximus has since had three contracts related to the administration of W-2 in
Milwaukee County, with a total value of $107.7 million:

e a $3.0 million contract to help prepare for W-2 implementation for the period from
March 1997 through August 1998;

e 2 $58.3 million contract to provide W-2 services from September 1997 through
December 1999; and

e asecond $46.4 million contract to provide W-2 services from January 2000 through
December 2001.

Maximus has been the subject of several recent media reports, including reports that questioned
whether W-2 funds had been used for other purposes, such as to secure a welfare program contract
in New York City. Some of these reports also raised questions about the use of MaxStaff Employment
Services, a temporary employment agency operated by Maximus, in administering Maximus’ W-2
contract; about the appropriateness of Maximus’ personnel practices; and about the methods used to
assign indirect costs to Wisconsin’s W-2 contract.
We selected Maximus for review as part of our comprehensive audit of the statewide implementation
of W-2, which is required by s. 49.141(2g)(a), Wis. Stats. However, to address recent concerns, we
expanded the scope of our audit to include a review of:

e time spent by Maximus® W-2 staff on other Maximus projects throughout the country;

e the creation and use of MaxStaff to provide employment services;

e Maximus’ personnel practices related to affirmative action and civil rights compliance and
the hiring of family members;

e the process used to assign indirect costs to the State’s W-2 program;
e whether any W-2 funds had been used improperly; and

e the adequacy of DWD’s oversight of Maximus and other W-2 agencies in Milwaukee.



In conducting this expanded review, we interviewed staff of Maximus and DWD and analyzed the
financial and program records they maintained.

This letter is the third in a series of reports issued under our statutory requirement to audit the W-2
program. Additional information on the performance of Maximus and all other W-2 agencies will
be included in a subsequent report analyzing the provision of W-2 services statewide.

Maximus’ Work in Other States

Wisconsin and New York media reports disclosed that Maximus staff, including some assigned to

Maximus’ W-2 project, participated in the development of a contract proposal for administration

of a welfare program in New York City. As a result, questions were raised about whether any costs
~ associated with the New York City proposal had been charged to Wisconsin’s W-2 program.

Approximately 46 staff, or 18.3 percent of former and present employes assigned to Maximus’ W-2
project, have also worked on other, unrelated projects in New York and other cities. This work is
typically done outside of Milwaukee. To address concerns about whether staff costs associated with
other projects may have been charged to Wisconsin’s W-2 program, Maximus officials compared
time sheets with travel reimbursement records. Earlier this year, they determined that four staff had
incorrectly charged a total of 272 hours to W-2:

e 184 hours were associated with the New York City project;
¢ 80 hours were associated with a San Diego project; and
e 8 hours were associated with an Arizona project.

Earlier this year, Maximus reimbursed the State for $18,068 in salary and other costs associated with
these hours and for travel expenses incorrectly charged to W-2. In a May 5 letter to DWD’s
Secretary, Maximus indicated that it had addressed all of the questions related to accuracy of W-2
billings and identified those hours billed inappropriately to W-2. However, in our review, we noted
that 48 of the hours charged to the New York project had been correctly billed to W-2. Therefore, the
State should have been reimbursed for only 224 incorrectly billed hours in May 2000.

After reviewing the methods Maximus used to identify its billing errors, we recommended additional
testing that included comparisons of monthly travel management reports with information from staff
time sheets. Based on our request, Maximus officials identified 500 additional hours that had been
. incorrectly charged to Wisconsin’s W-2 program from September 1997 through March 2000. These
hours, which were identified in June 2000, include:

e 124 hours associated with the New York City project;

e 112 hours associated with a Pennsylvania project;

e 104 hours associated with a San Diego project;




e 88 hours associated with an Arizona project;

e 40 hours associated with various corporate marketing projects;
e 24 hours associated with a Michigan project; and
e 8 hours associated with an Illinois project.

Maximus has agreed to reimburse the State $33,236 for the salary and other costs associated with
these additional hours and for additional travel expenses incorrectly charged to the W-2 program.

Costs associated with a total of 724 staff hours (224 + 500) that had been incorrectly charged to the
W-2 program from September 1997 through March 2000 will be reimbursed, and we found that
Maximus’ time-reporting procedures include measures to prevent incorrect staffing charges in the
future. For example, the centralized payroll system is appropriately configured to avoid billing the
same staff hours to more than one project; the employe manual provides guidance on time reporting
and emphasizes the importance of accuracy; time-reporting is discussed during new staff orientation;
and time sheets must be approved by a supervisor. However, the accuracy of project billing
ultimately depends on the care staff take in reporting their time, and we found that a number of staff
who worked on both W-2 and other Maximus projects incorrectly coded their hours associated with
business trips that were unrelated to W-2. These errors were not noted by Maximus reviewers.
Therefore, we believe additional training and oversight may be required, particularly for staff with

multiple assignments.

As a result of new state expenditure codes that must be used by W-2 agencies working under the
contract that runs through 2001, Maximus has begun to provide additional time-reporting training

to its staff. In addition, project codes are being provided to Maximus’ W-2 staff before they leave
on business trips to work on other projects. These procedures may improve the reliability of time
reporting; however, other controls may be needed. Therefore, we recommend Maximus officials take
additional steps to ensure that employe time and expenses are correctly charged to the appropriate
project. Additionally, we recommend the Department of Workforce Development independently
verify a sample of these transactions on an annual basis.

MaxStaff Employment Services

Maximus established a temporary employment agency, MaxStaff Employment Services, in
May 1998. MaxStaft is one of several projects housed in Maximus’ Milwaukee W-2 offices.

Temporary employment agencies generally provide two types of services: they hire their own
employes to meet the temporary employment needs of businesses with which they contract, and

they assist businesses in finding staff and are paid a fee when their referrals are hired. Of the

five private agencies administering W-2 in Milwaukee County, only Maximus reported using
temporary employment services under its W-2 contracts. Further, Maximus did not use a temporary
employment service until it established Maxstaff. Maximus officials indicate that temporary services
were used to address staff turnover and prevent interruption in their delivery of services, to assist with
work on short-term projects and projects needing immediate assistance, and for targeted positions
requiring highly specialized skills or training.



Because Maximus’ W-2 project and Maxstaff are operated by the same entity, questions have been
raised about the appropriateness of purchasing services from MaxStaff using W-2 funds. In
November 1997, DWD reviewed Maximus’ proposal for the creation of Maxstaff and suggested that
Maxstaff operations be kept separate to avoid the co-mingling of funds and the potential conflict of
interest that would exist if the staff responsible for assisting W-2 participants in finding employment
also had a financial interest in placing those participants as contract employes of MaxStaff.

The expenditure of W-2 funds for employment services purchased from MaxStaff is allowable under

Maximus® W-2 contract, and the fees charged by MaxStaff for services provided to the W-2 program

appear reasonable. However, given the circumstances under which these services were purchased, the
use of MaxStaff created the appearance of a conflict of interest and provided Maximus with a limited
financial benefit.

From May 1998 through March 2000, funds provided through the W-2 program represented

16.6 percent of Maxstaff’s $2.9 million in total revenues. As shown in Table 1, from May 1998
through March 2000, W-2 funds totaling $489,000 were paid to MaxStaff for services rendered. That
amount includes $303,800 in temporary staff expenditures for hiring 63 individuals under 97 separate
contracts. Temporary staff expenditures include approximately $235,000 in salary and fringe benefit
costs for temporary staff who worked on the W-2 program for Maximus, and $68,800 to reimburse
MaxStaff for its operating costs.

The rates MaxStaff charged the W-2 program for temporary help averaged 156 percent of the hourly
rate it paid those who were placed. That rate is consistent with what it charged other organizations
for similar services, which averaged 155 percent of the hourly rate paid to those placed. Nineteen
individuals who began as employes in temporary placements were ultimately hired for permanent
positions at Maximus.

Table 1

W-2 Funds Paid to MaxStaff
May 1998 through March 2000

Type of Expenditure ' Expenditure " Percentage of Total
Temporary staff $303,800 62.1%
Commissions for staff recruitment 110,800 22.7
Software and training 67,900 13.9
Client skill-assessment testing 6,500 1.3
Total $489,000 100.0%
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In addition to providing temporary staff, MaxStaff referred a number of individuals to fill vacant
positions within Maximus’ W-2 operations. MaxStaff received $110,800 in commissions when
14 individuals were hired by Maximus to work on W-2. The commissions MaxStaff charged for
these placements were consistent with its charges to other organizations for similar services.
However, not using MaxStaff would have avoided some portion of the $110,800 in commissions
the W-2 program was charged for staff recruitment, because it is likely that Maximus’ human
resources staff would have recruited candidates themselves, as they had done in the past.

Maximus also used W-2 funds to pay MaxStaff $67,900 for software and related training, as well
as $6,500 for client skill-assessment services. MaxStaff used Maximus’ existing contracts with
private vendors to purchase software, software customization, software training, and client skill-
assessment testing for its W-2 operations at advantageous rates. MaxStaff does not appear to have
financially benefited from these transactions.

We identified no other costs associated with MaxStaff that were incurred by Maximus’” W-2
operations. Start-up funding for MaxStaff was provided by corporate accounts, and three W-2 staff
who also provided services to MaxStaff appear to have correctly charged their time to MaxStaff
rather than W-2. MaxStaff will discontinue operations on July 31, 2000. Maximus officials indicate
this decision was based on two factors: MaxStaff failed to generate a profit since it began operating
and reported losses of $260,000 through March 2000; and Maximus believes it will be more
successful focusing on its core services, which are government operations and consulting, rather than
devoting resources to activities of lower priority.

Personnel Practices

A number of media reports have included allegations of discrimination in hiring, promoting, and
retaining employes and have raised concerns about Maximus® personnel practices. Fifteen former
W-2 project staff have accused Maximus of employment discrimination based on ethnicity, gender,
and age in complaints that have been filed with the United States Equal Employment Opportunity
Commission. Because these cases are currently under review by the Commission, we did not attempt
to review their merits and cannot offer an opinion on their validity. However, we did compile basic
information on the ethnicity, gender, and age of Maximus staff at different points in time. This
information, which is presented in Appendix I, shows that overall, the proportions of minorities and
women employed in the Milwaukee office have remained fairly consistent over time.

We also reviewed DWD’s oversight of nondiscrimination requirements under its W-2 contracts with
local agencies. The contracts require all W-2 agencies to develop an Affirmative Action and Civil
Rights Compliance Plan within 30 days of signing, unless a similar plan has been approved by DWD
or another state agency within the previous two years.

Affirmative Action and Civil Rights Monitoring

A W-2 agency’s Affirmative Action and Civil Rights Compliance Plan, which also applies to its
subcontractors, is required to include specific information on the agency’s policies, procedures, and
staffing, including:



e an equal opportunity policy, which is intended to ensure compliance with state and federal
nondiscrimination policies in employment and service delivery;

e designation of an equal opportunity coordinator;
* verification of equal access to W-2 services by program participants; and
e appropriate complaint and grievance procedures.

Under the current W-2 contract, these plans were due from agencies on J anuary 31, 2000. DWD
records indicate that through July 19, 2000, 22 plans (30.6 percent) had not been submitted, and

23 submitted plans (31.9 percent) had not been reviewed. Maximus submitted its civil rights plan
within the time period specified in the current contract and received a letter from DWD, dated
April 17, 2000, approving its plan. On June 6, Maximus received another letter from DWD,
requesting additional information and noting that DWD would like to address several areas “before
we send you an approval letter for your plan,” which DWD had already done on April 17. Maximus
complied with the additional information requests but has not received a response from DWD
concerning the adequacy of the additional information provided.

In addition to reviewing information submitted by W-2 agencies, DWD has the authority to conduct
on-site monitoring for compliance with a W-2 agency’s civil rights plan. To date, no on-site
compliance monitoring has been conducted, even though DWD officials indicated in February 2000
that they intended to conduct on-site reviews of seven to ten agencies, including Maximus, in response
to concerns that had been raised. They subsequently indicated that these efforts have been postponed
pending DWD’s internal review of the most effective ways to fulfill its monitoring responsibilities.
Because adequate oversight is needed to ensure that W-2 agencies comply with state and federal civil
rights and nondiscrimination laws, we recommend the Department of Workforce Development:

o ensure all 22 W-2 agencies that have not submitted Affirmative Action and Civil Rights
Compliance Plans do so by September 1, 2000

o for all plans that have not been approved, complete a review and respond to the W-2
agencies that submitted these plans: and

® initiate on-site monitoring visits of a sample of W-2 agencies annually.

Related Employes

Several individuals who have made complaints of discrimination note the large number of Maximus
staff with family or other close personal relationships. This is not unexpected, given that Maximus
officials encourage staff to refer family members and friends for position openings. Maximus
believes doing so improves recruiting efforts and promotes job retention. In addition, Maximus
believes the potentially negative aspects of hiring relatives has been addressed by a policy that does
not allow employes to directly supervise family members. Corporate office approval must also be
obtained before job offers are tendered to employes’ relatives.




Data supplied by Maximus covering employes hired through December 1999 indicate that in
Milwaukee, there were 25 instances of existing employes’ relatives being hired by Maximus.
Typically, family members worked at similar job levels but had different responsibilities. In no
instance did a family member directly supervise a relative, although there were instances in which
a family member worked within the chain of command of another. For example, a senior manager,
who on occasion was required to approve staff time sheets, approved the time sheet of her spouse.
While the approvals were appropriate, the familial relationship created the potential for a conflict
of interest.

Indirect Costs Charged to W-2

While Maximus’ staff salaries can be directly identified with and charged to W-2, some other costs
must be charged indirectly. Most W-2 providers use the State’s federally approved method of
allocating indirect and administrative costs. However, Maximus developed its own indirect cost
allocation methodology for W-2 and its other projects, primarily because its organizational structure
differs significantly from those of most W-2 agencies, which are government agencies.

Maximus operates two core business services: consulting, which generally consists of short-term
contracts with governments to provide information technology assistance, consulting for health and
human services, and financial consulting; and government operations, which includes long-term
contracts with governments for the administration of social service programs, including managed
health care, child support enforcement, and welfare reform. The organizational structure of its

two core business groups is presented in Appendix II. Maximus also owns ten subsidiary companies,
which are listed in Appendix IIL

Because there is generally a higher degree of concern with how indirect, rather than direct, costs are
charged, and because Maximus used its own method to charge indirect costs, we reviewed the basis
of its indirect cost allocations. We found that the methods used by Maximus to charge indirect costs
to the W-2 program appear reasonable and appear to have been applied consistently. However,
indirect cost projections exceeded actual expenditures in the first contract period, requiring Maximus
to reimburse the State for the difference.

Indirect Cost Allocations

The allocation of costs that cannot be charged to W-2 directly, such as costs for administrative staff
who spend their time on many different projects, is a complex process. Typically, these costs are
recorded in categories known as “pools,” which are then allocated among Maximus’ various projects.
A portion of Maximus’ costs from four pools is charged to the W-2 program as indirect costs. Three
of these pools accumulate costs incurred by the government operations group, to which Maximus’
W-2 operations belong, and a fourth pool accumulates costs incurred by the corporate office in
Virginia.

As shown in Table 2, the government operations group’s fringe benefits cost pool is the largest source
of indirect costs charged to W-2. Costs in this pool include employe benefits such as vacation, sick
leave, and health insurance, as well as other payroll-related expenses such as social security taxes,
unemployment taxes, and workers’ compensation insurance. Fringe benefits expenses are allocated

within the government operations group based on each project’s proportion of total labor costs.
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Table 2

Indirect Costs Charged to W-2*

1997** 1998 1999
Government operations group:
Fringe benefits $329,600 $1,440,700 $1,646,700
Administration 179,100 509,800 472,200
Project proposals*** ‘ 68,300 206,900 211,800
Corporate office:
Management and support*** 132,500 614,400 824,400

Total $709,500 $2,771,800 $3,155,100

*  Data are shown from Maximus’ fiscal year, which ends September 30. They exclude $1.4 million in
indirect cost charges that were repaid by Maximus in May 2000.
** 1997 costs do not reflect an entire year of operation.
*¥%  The division of costs between these two categories was estimated.

The cost pool for administration of the government operations group includes indirect costs for its
senior management and administrative services staff. These costs are allocated based on each
project’s proportion of total labor and fringe benefit costs. Because managers in the government
operations group oversee projects whose costs are primarily staff-related, this allocation method
appears to be reasonable.

The project proposals cost pool for the government operations group is the smallest source of indirect
costs charged to W-2. Costs in this category include plan development, marketing, travel, and postage
expenses incurred as part of efforts to obtain new contracts. These development costs are allocated
proportionately among existing projects, based on the new projects’ direct and indirect costs. Such an
approach assumes that total indirect costs assessed to a project over time will be similar to the initial
project development costs that were funded by other projects.

The final source of indirect costs charged to W-2 comes from the corporate office cost pool.
Excluding a portion of corporate costs allocated to subsidiaries, corporate overhead costs—including
corporate management, payroll processing, legal services, insurance, and taxes—are allocated among
all of Maximus’ businesses. The allocation is based on each project’s proportion of total costs, which
include labor and other direct costs, as well as fringe benefit, administrative, and project proposal
costs.




Overestimated Indirect Costs

Initially, Maximus uses estimated rates to charge indirect costs to W-2. After all costs are known,
final rates are determined and an adjustment is made to either credit the State or claim additional
indirect cost reimbursement. Because its actual indirect costs were lower than what had been
projected, Maximus owed the State approximately $1.4 million at the end of the first implementation
contract in December 1999. The $1.4 million was the result of an unexpected increase in the number
of new projects in Maximus’ government operations group. Because administrative indirect costs
grew more slowly than the number of new projects, a smaller share of indirect costs was allocated to
each project, including W-2, resulting in savings to the State.

In May 2000, Maximus reimbursed the State for the $1.4 million in overestimated indirect costs.

The State’s W-2 contract does not specifically address the date adjustments should be made, although
some W-2 agencies make monthly adjustments. Maximus typically makes adjustments at the end of
a contract period to ensure the actual indirect costs are final. Given the size of the discrepancies
between projected and actual costs that may occur, the State loses interest earnings if funds it is owed
are not collected in a timely manner. Therefore, we recommend the Department of Workforce
Development require reconciliation of indirect costs charged to the W-2 program on at least an
annual basis.

Questioned Costs Charged to the W-2 Program

In addition to reviewing salaries and indirect costs charged to W-2, we reviewed the appropriateness
and reasonableness of the direct costs (other than personnel) that Maximus charged W-2 from 1997
through 1999. We reviewed 811 transactions totaling $1.6 million, or 11.8 percent of all direct costs
that were not related to staffing. Transactions were not selected randomly; rather, they were selected
because of the dollar amount or type of vendor involved.

Maximus’ financial procedures and controls have improved since 1997; however, the number and
value of the questionable expenditures we identified suggest that additional improvement is needed
to document the business purpose and vendor for each purchase and to ensure that purchases are
appropriately authorized before they are made. In addition, we believe that DWD needs to improve
its financial oversight to ensure that expenditures charged to the State by Maximus and other
agencies are allowable under the terms of their W-2 contracts.

We used the standards identified in DWD’s W-2 Financial Management Manual to test the
appropriateness of Maximus’ transactions. The manual describes state and federal program and
financial compliance requirements; required internal controls, accounting records, and source
documentation; and allowable cost criteria. It should be noted, however, that the manual lacks
clarity and is confusing on a number of points. For example, a passage that refers to an Office

of Management and Budget circular on cost principles related to for-profit organizations does not
include a specific citation, and we were unable to identify the specific federal guideline to which it
referred. However, for-profit organizations such as Maximus are subject to specific rules for
determining the allowability of costs charged to W-2 contracts, which can be found in the Code
of Federal Regulations, Chapter 48, Part 31. In addition, DWD’s manual and the Code of Federal
Regulations are clear that allowable costs are limited to what is reasonable for proper and efficient
program administration.



A cost is considered reasonable if it:

® does not exceed the cost that would be incurred by a prudent person;

® isordinary and necessary to the operation of the agency or the performance of the contract;

* isincurred in accordance with the agency’s established procurement policy; and

* is supported by the agency’s accounting records and adequate documentation.
Only costs that are directly attributable to specific work under a contract or to the administration of
the contract are allowable. Costs that result in personal benefit, donations, and entertainment expenses
are not allowable.
Our evaluation of the reasonableness of Maximus’ transactions was complicated by a lack of
supporting documentation for 590, or 72.7 percent, of the 811 transactions we reviewed. For example,

of the 590 transactions that lacked sufficient supporting documentation:

* 463 (representing $108,626) did not include a manager’s approval for payment or were
approved by the individual who made the purchase;

* 463 (representing $364,022) did not include a stated business purpose for the expenditure;
63 (representing $18,213) did not include an adequate description of the item purchased; and
® 58 (representing $20,102) were paid without an invoice or receipt.

Although more than three-fourths of the transactions we reviewed lacked adequate support to justify
reimbursement, the lack of documentation tended to be associated with smaller purchases. For
example, 459 of the unsupported expenditures were for $250 or less.

Questioned Transactions

Of the 811 transactions and other costs we reviewed, we have identified 42 expenditures, representing
$138,840 in costs charged to W-2, as unallowable. We have also questioned an additional

414 transactions, representing $276,407 in costs charged to W-2, as potentially unallowable. We have
worked with Maximus staff to identify relevant supporting documentation for the transactions we
reviewed, and documentation was provided at a number of points during our review. Unallowable and
questioned costs are detailed in Appendix IV.

Costs that are unallowable based on the nature of the expenditure represented $138,840 in W-2
funds. They included:

® anoverpayment and a late charge totaling $40,178, made to a vendor that provided Méximus’
telephone system and to an office supply store. It should be noted that overpayments were
noted for computer purchases in an earlier audit.
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e $30,006 in entertainment expenditures, including a $23,000 payment to a nationally known
musical performer for a speech to 40 W-2 participants and Maximus employes, and
three concerts, two of which benefited a local theatre group;

e $15,741 in expenditures that benefited Maximus or its employes, including a meeting held
at the Interlaken Resort, a holiday party at the Milwaukee Clarion Hotel, hotel rooms in
Lake Geneva, corporate memberships, and agency-sanctioned parties and other social events;

e $12,026 in donations to various groups, including $11,425 in cash contributions to not-for-
profit organizations and public schools; $451 for the purchase of goods that were donated to
individuals and organizations; and a $150 check payable to a political campaign. This check
was never cashed, but a stop-payment order was not issued until July 2000.

e  $3,936 in expenditures charged directly to W-2 that should have been assigned to an account
other than W-2;

e $1,899 in expenditures with a questionable benefit to W-2, including holiday party and other
supplies; and

e $35,054 in expenditures identified from Maximus’ accounting records that were not included
in our sample, but that are unallowable because they were made for agency-sanctioned social
activities. :

As a private, for-profit corporation, Maximus may spend its own funds—including any “profits” it
earns under its W-2 contracts—as it sees fit. However, federal regulations prohibit the use of W-2
funds for donations, entertainment, expenditures that primarily benefit a contractor or its employes,
and expenditures that cannot be shown to directly benefit the W-2 program.

Second, we questioned expenditures that, in whole or in part, do not meet the standard of
reasonableness prescribed in the Code of Federal Regulations and in DWD’s W-2 Financial
Management Manual, primarily because they appear to be either excessive, extraordinary, or
unnecessary to agency operations or the performance of the W-2 contract. These expenditures
represented $219,491 in costs charged to W-2 for 296 transactions that included:

e $195,745 for a range of advertising activities that appear to have been more promotional
than informational and whose costs may not justify the benefits accrued, including $5,000 in
sponsorship and tickets for Bastille Days, $5,000 for the African World Festival, and $1,111
for the Juneteenth Street Festival, as well as the purchase of a large number of backpack and
compact disc cases inscribed with the Maximus logo;

o $22,248 for restaurants and other food purchases for which there was no documented
business purpose, including $3,789 that was charged by the former head of Maximus’
W-2 program in Milwaukee for 90 meals in the Milwaukee area; and

o  $1,498 for flowers for which documentation was inadequate to justify a business purpose
and for which both cost and frequency of purchase do not appear reasonable.
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It should be noted that Maximus’ total expenditures for meals and flowers are substantially greater
than those included in our sample. Based on the proportion of these costs in the transactions we
reviewed, we estimate that through December 1999, Maximus may have charged an additional
$56,000 to the W-2 program for questionable meals, and an additional $3,000 for flowers.

Finally, we also questioned costs that were unauthorized or for which there was no record of a payee
or an allowable business purpose. These represented 118 transactions that resulted in charges of
$56,916 to W-2 and included:

* $23,976 for 36 transactions for which the vendor and/or product or service purchased could
not be determined. For example, one vendor of low-cost items was recorded on 19 receipts
for transactions that ranged in value from $50 to $900. The receipts indicate the number of
items purchased and a total price, but not what was purchased or its business purpose.

e $9,170 for 16 transactions to purchase 734 gift certificates at a food and other stores, which
ranged in value from $5 to $25. Maximus staff indicate the certificates were given to W-2
clients, but recipients’ names were not documented and we were unable to determine if
Maximus employes also benefited.

e $1,900 for computer software that was purchased from a vendor quote, and for which no
invoice or receipt could be found.

We recommend the Department of Workforce Development require Maximus to repay $138,840
in unallowable costs charged to the W-2 program and to either repay the $276,407 in additional
questioned costs or provide additional documentation that justifies the expenditure of program
funds for those expenses Maximus believes are appropriate.

Adpvertising Expenditures

Because advertising costs are one of the largest categories we reviewed, we analyzed Maximus’ total
advertising expenditures more closely. In general, advertising costs that are promotional in nature and
whose primary purpose is to promote company interests rather than to provide information to assist
prospective participants in accessing services are not allowable for reimbursement. However, we were
unable to determine the appropriateness of Maximus’ advertising expenditures because informational
and promotional advertising were combined in purchases of goods or services, and because of poor
documentation of business purposes.

In addition, it is unclear whether the potential benefit derived from some advertising expenditures

is sufficient to justify their cost. Maximus officials indicate that DWD expected Maximus and the
other W-2 agencies in Milwaukee County to face the most difficult challenges in implementing
W-2, particularly in familiarizing potential clients with their services. Maximus also faced a
challenge because it was a new service provider in Milwaukee, while the other four agencies were
more well-known. Milwaukee’s W-2 agencies were encouraged by DWD to be especially innovative
in the promotion and delivery of services. In response, we estimate that Maximus spent $1.1 million
on advertising-related activities from 1997 through 1999, including:
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o $396,700 for various public relations services, such as developing public advertising
campaigns and coordinating public relations events;

e $239,300 to produce and air radio and television commercials that were intended to inform
those who are eligible for W-2 of where and how to apply for benefits;

e $104,900 for products such as backpacks, fanny packs, and coffee mugs with imprints of the
Maximus name, W-2 locations, and telephone numbers; and :

e  $16,000 for informational booths at fairs and festivals, which in addition to those already
noted include the Celebrity Waiter Fiesta, the African World Festival, and the Indian
Summer Festival’s Charlie Lagrew Fiddle and Jig Contest.

Although other W-2 agencies in Milwaukee County also incurred advertising costs, three of those
that we have reviewed to date reported spending substantially less on advertising than Maximus did.
As shown in Table 3, advertising also represented a greater percentage of Maximus’ total
expenditures.

Table 3

Advertising Expenditures by W-2 Agencies in Milwaukee County
September 1997 through December 1999

Advertising as a

Advertising - Total Percentage of

Agency Expenditures Expenditures  Total Expenditures
Maximus $1,132,000 $ 52,653,000 2.2%
Opportunities Industrialization Center of

Greater Milwaukee 492,000 48,657,000 1.0
United Migrant Opportunity Services, Inc. 625,000 41,272,000 1.5
YW Works : ‘ 119.000 32,246,000 04

Total $2,638,000 $174,828,000 1.5

None of the eight county-run W-2 agencies we have reviewed to date incurred substantial advertising
expenses, presumably because they were more well-known. Maximus officials justify their spending
on advertising by noting that Milwaukee County residents are not likely to be familiar with Maximus
as a service provider and that advertising expenditures declined substantially in 1999. Nevertheless,
current spending levels, which amounted to $193,136 in the last six months of Maximus’ 1998-99
fiscal year, should be reviewed to assess their benefit for an established program. Moreover, some
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advertising that was purchased clearly has promotional components for Maximus. Therefore, we
recommend the Department of Workforce Development provide W-2 agencies additional guidance on
what constitutes appropriate advertising services that may be paid for with W-2 program funds.

Improving Accounting Practices and Oversight

In addition to addressing the specific problems identified in our review of Maximus’ W-2
expenditures, we believe additional changes are needed to ensure that similar problems are avoided
in the future. This will require enhanced controls over Maximus’ accounting system and improved
oversight by DWD.

Improving Accounting Practices

As noted, accounting practices at Maximus have improved in recent months. However, we believe
that additional changes are needed to ensure adequate accountability for the expenditure of public

funds. First, improved documentation of expenditures is needed. Of the transactions we reviewed,

a total of 590 lacked sufficient supporting documentation.

Second, program expenditures need to be more discretely recorded. Our initial review of Maximus’
W-2 expenditures involved a sample of 260 transactions selected from detailed accounting records
that include a brief description of each expenditure, the payee, the date of the transaction, and the
amount spent. However, we found that a number of the transactions we selected for review consisted
of multiple and varied underlying transactions that could have been more accurately classified into
other, more appropriate accounts. These problems are clearly identifiable in numerous entries to a
“Direct Other” account in Maximus’ general ledger, which should only include miscellaneous
transactions that cannot be classified into another more discrete account. However, transactions were
recorded under the generic vendor name “petty cash,” making it difficult to determine who received
payment. Transactions identified in this way include:

® one entry for $19,493 that consisted of 67 transactions, including 33 transactions for meals
or grocery items; 17 for workshops, seminars, and similar training activities; 9 for unknown
purposes; 5 for awards and gift certificates; and 3 for office supplies;

* asecond entry for $9,737 that consisted of 38 transactions, including 19 for meals or grocery
items; 12 for workshops, seminars, and similar training activities; 3 for gift certificates; 2 for
contributions or promotional events; and 2 for unknown purposes;

* athird entry for $5,618 that consisted of 44 transactions, including 25 for meals or grocery
items; 11 for workshops, seminars, and similar training activities; 3 for flowers; 3 for gift
certificates; and 2 for office supplies; and

e afourth entry for $1,279 that consisted of 10 transactions, including 2 for meals, 2 for

workshops, 2 adjusting transactions, 2 for unknown purposes, 1 for supplies, and 1 for a
political campaign contribution.
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Failing to record individual transactions in a more discrete and accurate manner makes it difficult
for auditors and other outside reviewers to discern how program funds have been spent. In addition,
grouping dissimilar types of costs within a single general ledger entry makes the appropriate
categorization of costs difficult and limits the usefulness of DWD’s expenditure reporting
requirements, which are an attempt to collect more specific information on W-2 expenditures under
the current contract. Therefore, we recommend that Maximus immediately modify its accounting

practices t0:

e provide complete documentation for all W-2 program expenditures, including vendor
invoices. receipts, and a written description of the business purpose of purchases that
justifies reimbursement under the W-2 contract; and

e provide a more accurate description of each transaction.

Enhancing Program Oversight

‘To ensure that adequate oversight is provided, we believe DWD will need to take a more active role
in monitoring W-2 program expenditures. With the exception of YW Works, Maximus is the only
for-profit business that serves as a W-2 administrative agency. Given Maximus’ for-profit status and
that it had not previously provided similar types of services in Wisconsin, DWD could be expected to
have taken steps to ensure that Maximus was provided with adequate guidance and was effectively
monitored, especially during the initial contract period.

Although Maximus’ W-2 program is subject to annual audit requirements, as are all other W-2
agencies, this requirement has been insufficient to provide effective monitoring and cannot be used
as a substitute for adequate guidance. The Private Industry Council of Milwaukee County, which has
had contracts totaling $2.0 million for program coordination and monitoring, was expected to play a
role in overseeing program expenditures. However, the Council has not provided this type of
oversight during the initial implementation contract and has, to date, provided limited financial
oversight under the current contract. The Council’s responsibilities and the reasons for its lack of
oversight are the subject of some debate and will be discussed in our subsequent reports on W-2
performance.

The Council’s lack of involvement during the first contract period heightened the need for oversight.
However, until DWD took action to review concerns raised by New York media reports that
suggested inappropriate billing of staff time had the potential to affect Wisconsin’s W-2 program,
DWD made little effort to provide adequate oversight. W-2 agencies also indicate that DWD officials
encouraged them to spend money in innovative ways, the meaning of which was unclear to them. To
ensure that all private and public agencies administering the W-2 program receive adequate guidance
and that sufficient oversight is provided to ensure the appropriate expenditure of public funds under
the W-2 program, we recommend the Department of Workforce Development begin to review the
appropriateness of W-2 expenditures among a selected number of local W-2 agencies annually,
giving priority to those with the greatest likelihood of noncompliance with state and federal rules.

skskeskeok
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Appendix I

Staff Profiles

As shown in Table I-1, the number of staff employed in Maximus’ W—Z operation has varied from a
high of 162 in November 1998 to a low of 120 in May 2000.

Table I-1
Maximus’ W-2 Staff
Time Period Number of Staff
May 1998 136
November 1998 162
May 1999 137
May 2000 120

The percentage of staff that are minorities has ranged from a high of 74.7 percent to a low of
72.5 percent during the periods we reviewed. As shown in Table I-2, African-Americans have
constituted the largest category of employes in each time period, ranging from a high of

48.5 percent in November 1998 to a low of 42.5 percent in May 2000.

Table I-2
W-2 Staff Ethnicity
Ethnicity May 1998 November 1998 May 1999 ' May 2000
African-American 47.1% 48.5% 46.7% 42.5%
White 26.5 24.8 26.3 275
Hispanic 220 21.7 212 21.7
Asian 44 5.0 5.8 8.3

Total 100.0% 100.0% 100.0% 100.0%




The proportion of staff that is female remained relatively unchanged over time. As shown in
Table I-3, during the periods reviewed the percentage of female staff has varied from a high
of 78.7 percent in May 1998 to a low of 75.2 percent in November 1998.

Table I-3
W-2 Staff Gender
Gender May 1998 November 1998 May 1999 May 2000
Female 787% 752% 78.1% 77.5%
Male 213 24.8 21.9 225
Total 100.0% 100.0% 100.0% 100.0%

We identified somewhat greater differences in the proportion of staff of different ages during the
time periods reviewed. As shown in Table I-4, the proportion of staff in their twenties has declined at

about the same amount as the increase in the proportion of staff in their thirties. The proportion of
staff in their forties showed a modest increase.

Table I-4
W-2 Staff Age

Age May 1998 November 1998 May 1999 May 2000
29 years old or less 37.5% 36.0% - 35.8% 30.8%
30 to 39 years old 36.0 39.8 394 41.7
40 to 49 years old 15.5 14.3 15.3 16.7
50 years old or more 11.0 9.9 9.5 10.8

Total 100.0% - 100.0% 100.0% 100.0%




Appendix I

Maximus’ Organizational Structure

Maximus conducts its operations through two main business groups: government operations, and
consulting.

Government Operations Group

Maximus’ Government Operations Group administers and manages government health and human
services programs, including disability services, managed health care enrollment, welfare-to-work
and job readiness, and child support enforcement. The Government Operations Group has

four operational divisions:

e Child Support Division—assists state and local government agencies in operating full-
“service and specialized-service child support projects, such as customer service, paternity
and obligation establishment, enforcement, and payment processing, as well as related legal
services.

e Welfare Reform Division—provides a wide range of welfare-to-work and welfare reform
initiatives in ten states, including case management services to TANF recipients, employment-
related initiatives, and child care and Supplemental Security Income (SSI) advocacy services.

e Federal Services Division—formed to extend Maximus’ business into federal government
markets, including disability services, substance abuse and mental health services, vocational
rehabilitation, justice administration services, veterans services, housing and community
development services, and general staffing support services.

e Managed Care Enrollment Division—provides individualized case management, outreach,
marketing, education, eligibility determination, enrollment, and training to welfare and other
health and human service populations. The division is reported to operate the largest
managed care enrollment services contracts in the nation and is currently responsible for
projects in 11 states.

Consulting Group

Maximus’ Consulting Group provides consulting services to state, county, and local government
agencies in areas such as health and human services, law enforcement, parks and recreation, taxation,
housing, motor vehicles, labor, and education. The Maximus Consulting Group has six operational

divisions:



* System Planning and Integration Division—provides a range of systems consulting support
services to state and local government agencies, with an emphasis on management assistance
to health and human services agencies seeking expertise in systems planning, design and
integration, quality assurance, and procurement support. The focus is to help states integrate
different systems so all services to a single client can be managed more effectively and
efficiently.

¢ International Division—is engaged in health care and human services projects in Africa, the
Middle East, and South America. The division typically undertakes projects involving the
automation of human services agencies and the restructuring of those agencies in anticipation of
privatization. The products and systems are provided by United States and foreign national staff.

¢ Information Technology Solutions Division—provides computer system engineering services
for state and local government agencies. The division concentrates on recommending systems
architectures, communications planning, database and information modeling, capacity planning,
business system re-engineering, independent software verification and validation, and systems
implementation monitoring. ' :

* Human Services Division—provides state and local government agencies with program and
financial consulting in the areas of health and human services. Much of the division’s work
entails identifying and obtaining additional federal funding for state agencies under Medical
Assistance and other entitlement-based programs. The division also provides formal program
evaluation services which include advising state agencies on policy, program, and operational
changes that allow state services to be provided more effectively and efficiently.

¢ Spectrum Division—provides services that focus on helping government agencies better manage
their information resources. The division has implemented consulting engagements in all areas of
government organization and has extensive knowledge of the fiscal structure of states through
work with state auditors, comptrollers, and treasurers. Spectrum also provides quality assurance
services for child welfare, healthcare, and financial management systems to state governments.

* Phoenix Division—provides services in planning, implementing, and evaluating the use of
electronic commerce and card technologies to enhance service delivery. Assistance is provided
in electronic funds transfer, electronic benefits transfer, electronic commerce, card technologies,
electronic toll collection, and automated fare collections.

Source: Maximus’ Employee Handbook, 1999
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Appendix III

Subsidiaries of Maximus, Inc.

As part of its growth strategy, Maximus, Inc., combined with four consulting firms during 1998 and
one firm during 1999. It also purchased three consulting firms during 1999. Maximus’ revenues
have increased from $88.4 million in 1995 to $319.5 million in 1999. In addition, its profits over this
period increased from $7.9 million to $27.6 million.

Companies Acquired Through the Exchange of Stock

Spectrum Consulting Group, Inc. and Spectrum Consulting Services, Inc.—assists public sector
organizations in solving complex business problems related to automation. Maximus acquired the
outstanding capital stock of Spectrum on March 16, 1998, in exchange for 840,000 shares of
Maximus common stock.

David M. Griffith & Associates, Ltd. ( DMG)—provides a broad range of consulting services to state
and local government and other public sector clients that include financial planning, cost management,
and various other consulting services aimed at the public sector. DMG prepares indirect cost plans for
many county governments in Wisconsin. Maximus acquired all of the outstanding capital stock of
DMG on May 12, 1998, in exchange for 1,166,179 shares of Maximus common stock.

Carerra Consulting Group—provides information technology and consulting services to city, county,
and state governments. Carerra has implemented large-scale government human resource and financial
systems, completed government systems requirements studies, and performed quality assurance
projects for government human resource and financial system implementations. On August 31, 1998,
Maximus acquired all of the outstanding shares of capital stock of Carerra in exchange for 1,137,420

shares of Maximus common stock.

Phoenix Planning and Evaluation, Ltd.—provides consulting services to public-sector entities by
planning, implementing, and evaluating the utilization of various electronic commerce technologies,
such as electronic benefits transfer, electronic funds transfer, and electronic card technologies.
Maximus acquired the outstanding capital stock of Phoenix on August 31, 1998, in exchange for
254,545 shares of Maximus common stock.

CSI Group, Inc.—provides fleet management software and related services to public service entities.
Maximus acquired the outstanding capital stock of CSI on February 26, 1999, in exchange for
700,210 shares of Maximus common stock.



e

Companies Purchased Through Cash Payments

Norman Roberts & Associates, Inc.—provides executive search services for the public sector.
Outstanding capital stock was acquired by Maximus on March 31, 1999, for $1,930,000.

Unison Consulting Group, Inc. (Unison)—provides financial consulting services for government-
owned airports. Outstanding capital stock was acquired by Maximus on June 1, 1999, for

$7,074,000.

Network Design Group, Inc.—also known as the Center for Health Dispute Resolution, which is the
sole national provider of external reviews for Medicare beneficiaries enrolled in HMOs. Outstanding
capital stock was acquired by Maximus on September 30, 1999, for $2,070,000.
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OFFICE OF THE SECRETARY

201 East Washington Avenue
Tommy G. Thompson P.O. Box 7946

Governor Madison, Wl 53707-7946

@ ~ Telephone: (608) 266-7552
Linda Stewart, Ph.D. Fax: (608) 266-1784

Secretary . http://www.dwd.state.wi.us/
e-mail: DWDSEC@dwd.state.wi.us

State of Wisconsin
Department of Workforce Development

CHRONOLOGY
(SINCE JANUARY 2000)
'DEPARTMENT OF WORKFORCE DEVELOPMENT ACTIONS
RELATED TO THE :
ADMINISTRATION OF THE WISCONSIN WORKS PROGRAM
BY MAXIMUS, INC.

January DWD requests a written description from MAXIMUS of the relationship
between MAXIMUS and MAXSTAFF in response to allegations of
inappropriate conflicts of interest.

The Department of Administration’s Performance Evaluation Office
undertakes an independent review of MAXIMUS.

February DWD requests MAXIMUS submit its annual financial report and audit for
review. '

March DWD requests MAXIMUS address the direct and indirect financial relationship
of MAXIMUS and MAXSTAFF and the allocation of costs and profits from
national MAXIMUS to the Wisconsin MAXIMUS W-2 contract.

April DWD conducts an extensive review of financial audit reports given to DWD
under the terms of the 1997-99 W-2 contract. DWD finds more than
$1 million in questionable costs. v

May DWD requests MAXIMUS detail in writing that it has not inappropriately
: charged staff time not related to W-2 to the W-2 contract.

DWD informs the co-chairpersons of the Joint Committee on Finance of its
decision to hire an independent outside auditing firm to conduct a review of
the operations and administrative practices of MAXIMUS.

DWD notifies MAXIMUS that it will delay both the final calculation and any
issuance to MAXIMUS of performance bonuses or funds available under
Community Reinvestment until audit issues are resolved.

June DWD notifies MAXIMUS: of concerns regarding calculation of its indirect cost
rate. MAXIMUS subsequently agrees to reconcile indirect costs under the
current contract on a quarterly basis. '

DWD notifies MAXIMUS that DWD will cease issuance of all payments to
MAXIMUS under the current contract pending resolution of audit issues.
SEC-7792-E (R. 05/99) File Ref:




July

DWD makes arrangements to hire an independent audit firm to conduct an
extensive review of costs charged to the W-2 contract.

DWD hires Williams Young, LLC., to provide assistance in evaluating the
specifications of the independent audit.

DWD hires Hoppe & Orrendorf, S.C., to conduct an extensive audit of
MAXIMUS. In anticipation of further allegations coming to light, the contract
includes a provision to expand the scope of the audit to address all new

‘concerns as they arise.
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t. O 9to5, National Association of Working Women
231 West Wisconsin Avenue, Suite 900, Milwaukee, Wisconsin 53203-2308
M (414) 274-0925 M Fax (414) 2722870 =Y 42

Statement by Linda Garcia
9to5, National Association of Working Women

The legislative audit focused on a number of financial improprieties on the part of
Maximus. Sto5 is here today to deplore another form of misconduct, this one by MaxStaff, the

temporary agency which operated as a subsidiary of Maximus. Just three days ago, the Equal

Employment Opportunity Commission ruled that Maximus and Maxstaff engaged in unlawful

discrimination when Maxstaff paid Tracy Jones less than men performing the exact same job.

MaxStaff argued that Tracy Jones was in a pilot program for W-2 participants with no job
experience or skills. In fact, Ms. Jones was not on W-2. Like many women who have had
experience with welfare, she had extensive experience and skills. Tracy Jones was not the only
woman classified as part of a W-2 pilot program. We suspect that large numbers of W-2
participants and others also experienced pay discrimination as a result of Maximus’s policy. The
Legislative Audit Bureau should broaden the scope of its investigation to include these concerns.
Other women with experience from MaxStaff and Maximus would like to testify, but are unable
to come to an 8:30 meeting in Madison on a weekday. We urge this committee to hold another
hearing as soon as possible in Milwaukee. We will work with you to bring women to testify.

This case underscores the lack of accountability built into W-2. The state, not the EEOC,
should have uncovered this problem. Since the beginning of W-2, the standards for tracking W-2
agencies have been meager or non-existent. As a subsidiary of Maximus, MaxStaff received tax
credits. How many of these were for W-2 participants referred from Maximus? Did the agency
thereby receive a double reward from the state? Why did no one check pay rates of W-2
participants or other MaxStaff placements against the rates for men placed in the same jobs?

Tracy’s situation reveals a fundamental flaw with W-2. The goal was not to remove
women from poverty, but simply from the welfare rolls. Consequently, any job was good enough.
Nearly a third or more of W-2 participants may be finding employment through temp agencies.
While temp jobs can be an entry to decent, permanent employment, for the vast majority of
women on W-2, temp work means short-term assignments with gaps of no work and no income,
and movement from one low-paying job to another. The state should hold a public hearing on this

issue as it affects all W-2 agencies.

We applaud the Legislative Audit Bureau for holding this hearing to determine whether
the state should continue its multi-million dollar contract with the agency. 9to5 calls on the state
immediately to cancel any contracts it holds with Maximus. Even if allowances could be made for
the financial improprieties disclosed by the legislative audit, the state can make no allowance for

discrimination.

<) Recycled Paper
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H.O.S.E.A.
Hope Offered through Shared Ecumenical Action

4011 West Capitol Drive, Suite 200 * Milwaukee, Wisconsin 53216 * Phone: (414) 449-2400  Fax: (414) 449-5371

LEGISLATIVE AUDIT COMMITTEE STATEMENT

T am Deacon John D’Alessio the President of HOSEA. I thank the Committee for the
opportunity to make a brief statement today. Hosea is a faith based organization of 11

congregations and 4denominations in the Milwaukee area.

We are here to recommend measures on how to ensure accountability for Maximus in
specific, and private W-2 agencies in general. At this time Hosea is calling on this

committee to make a recommendation that the W-2 contract with Maximus be termunated

immediately and that any and all performance bonus be permanently withheld,

Were it only the case that I was here to comment on the findings of the recent audit report

that would be serious enough, However, our outrage over these findings is only deepend

by the fact that Maximus bas also broken agreements made with HOSEA.,

Our view has always been that the mission of 2 W-2 agency is to use all available

resources to move as many people as possible into full and meaningful employment.

To move people into full employment there first needs to be a plan to identify and enroll

clients into the W-2 program.

To that end, Maximus made agreements with HOSEA leaders, at our 1999 annual public
meeting, to do more aggressive outreach in the community. The outreach was to be
accomplished through the use of staff who would visit and recruit at local food pantries

and other such emergency sites.
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H. 0. S. E.A.
Hope Offered through Shared Ecumenical Action

4011 West Capitol Drive, Suite 200 « Milwaukee, Wisconsin 53216 * Phone: (414) 449-2400 < Fax: (414) 449-5371

Tt is with greqreeushauon and asappointment that I report to you today that Mlaxiuius uss
not lived up to this agreement with Hosea.

Out of the mary many available sites we proposed to the then Vice President of
Maximus G.L. , they have since only established a working relationship with 2 food
pantries.

Based on the audit report being discussed today, it is fair to say that part of the reasen

" Maximus oply reached two pantries was that the resources to do so were being spent

elsewhere.

We believe that spending patterns reported in the audit, reflect a philosophy
at Maximus that puts profits and self-enrichment ahead of helping people reach full

employment.

Having not spent more money on outreach to identify clients, Maximus found theraselves

with funds left over to be spent on the kinds of frivolous activity revealed in the audit.

The broken agreement with HOSEA along with the findings of the Audit Bureau report
are indication enough that Maximus is not capable of delivering on the public trust

granted them by the state of Wisconsin.

The only available and reasonable option for this committee is to recommend that the

W-2 contract with Maximus be immediately terminated. Thank you
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Center for Economic Development

Testimony for Legislative Audit Committee 8-31-00

Good morning. My name is Pamela Fendt. I am senior policy analyst at the
UW Milwaukee Center for Economic Development and the co-chair of the W-2
Monitoring Task Force of the Milwaukee County Board of Supervisors. 1 was
appointed to the Task Force as the academic research representative in

September 1997.

I would like to begin my comments by noting that the W-2 Monitoring Task
Force sent a letter two weeks ago asking that this hearing be held in
Milwaukee. We think it is extremely problematic that it is being held here in
Madison because people who have been affected by possible mismanagement
on the part of Maximus, who might have been mobilized to speak up and tell
their story if the hearing was in Milwaukee, are most certainly more removed
from the process by having it in Madison.

The rest of my comments are not presented as the co-chair of the Task Force,
but they are informed by my three years of experience with that entity, as well
as the information I have collected about W-2 as an applied policy researcher.

Many of us who are studying the tremendous social policy experiment that is
W-2 have been concerned since the early planning stages that so many of the
administrative details were left up to the discretion of DWD and the W-2
Agencies. We testified at previous hearings, attended the comment sessions on
the rules, tried to access data to assess program outcomes, conducted studies,
and wrote op-eds. We tried to interest administrators and legislators in
examining potential implementation problems, such as the profit incentive that
might encourage Agencies to overlook client needs in favor of caseload
reduction. We tried to indicate our strong opinion that the legislature needed
to exert more control, but our analyses were not heeded.

The only evaluative tool provided for in the W-2 legislation was the financial
and performance audit to be completed by the Legislative Audit Bureau, of
which the Maximus audit is a piece. The full audit was due July 1, 2000,
which seemed a very long time away in the year leading up to W-2’s
implementation. Now I read in the newspaper that it will not be ready until
early 2001. I’'m not sure who has authority to change a due date for a report
that is written in to law, but in the meantime many studies of W-2 have been
conducted and what do they tell us?

‘ 414 229-6155
Bolton Hall « PO Box 413 ¢ Milwaukee, WI 53201 FAX 414 229-4370




One of the most complete studies of W-2’s implementation in Milwaukee
County was published by the Hudson Institute several months ago. Despite
problems which could result from an entity that helpgfdesign a program also
being one of its evaluators, the study is quite comprehensive. Here is a quick
summary of findings. This figures I will note are for Milwaukee families who
were receiving AFDC the month before W-2 began:

just 41% of fomer AFDC recipients are employed

43% still receive public assistance through W-2 or Kinship Care

70% of those who converted to W-2 said that it was a confusing process
16% have no visible means of support; they are not in W-2, SSI, Kinship
Care or working

e 71% are below poverty

The Governor, the Department, and the Agencies have asked for patience while
the so-called “glitches” in W-2’s implementation are worked out and the private
agencies in Milwaukee build their capacity to fulfill their million dollar
contracts. That is fair enough, but the calls for patience have gone on long
enough, especially because the same patience and tolerance has not been
extended to the participants themselves. More than a third of the Milwaukee
County W-2 caseload is sanctioned on a monthly basis, and only a handful of
participants who have reached time limits have been granted an extension.

The agencies will acknowledge they’ve had problems, but their staff members
are paid comfortable salaries, and according to the Maximus audit bought
lunches on the taxpayers’ dime, while they try to address these problems. The
circumstances for the W-2 participant, or former participant, as they deal with
W-2 Agency problems are on the basic survival level. Will I have an apartment
next month? Will I be able to feed my family this whole month? Will I keep my

family together? ;

As Maximus tries to make amends, we need to be sure that these problems are
not swept under the rug. Iurge the Legislature to reclaim ownership of the
program they created by seriously examining the finances and performance
outcomes of all of the W-2 Agencies in Milwaukee County.

The Hudson Report and other studies of W-2 have demonstrated that we’re not
getting the full results that we wanted from W-2. The Maximus audit, and this
week’s Journal Sentinel story about Employment Solutions, demonstrate that
there are a number of unanswered questions about how money sent to the
state to assist low-income families is being spent. For the W-2 program to live
up to its promises it must be demonstrated that the Agencies are involved in
meaningful activities to assist low-income parents on the road to economic self-
sufficiency. This goal will only be attained through the sustained attention
from DWD, the W-2 Agencies and the Legislature. Thank you for your time.
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